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§ 7.999–1 Computation of the inter-
national boycott factor. 

(a) In general. Sections 908(a), 
952(a)(3), and 995(b)(1)(F) provide that 
certain benefits of the foreign tax cred-
it, deferral of earnings of foreign cor-
porations, and DISC are denied if a per-
son or a member of a controlled group 
(within the meaning of section 
993(a)(3)) that includes that person par-
ticipates in or cooperates with an 
international boycott (within the 
meaning of section 999(b)(3)). The loss 
of tax benefits may be determined by 
multiplying the otherwise allowable 
tax benefits by the ‘‘international boy-
cott factor.’’ Section 999(c)(1) provides 
that the international boycott factor is 
to be determined under regulations 
prescribed by the Secretary. The meth-
od of computing the international boy-
cott factor is set forth in paragraph (c) 
of this section. A special rule for com-
puting the international boycott factor 
of a person that is a member of two or 
more controlled groups is set forth in 
paragraph (d). Transitional rules for 
making adjustments to the inter-
national boycott factor for years af-
fected by the effective dates are set 
forth in paragraph (e). The definitions 
of the terms used in this section are set 
forth in paragraph (b). 

(b) Definitions. For purposes of this 
section: 

(1) Boycotting country. In respect of a 
particular international boycott, the 
term ‘‘boycotting country’’ means any 
country described in section 999(a)(1) 
(A) or (B) that requires participation in 
or cooperation with that particular 
international boycott. 

(2) Participation in or cooperation with 
an international boycott. For the defini-
tion of the term ‘‘participation in or 
cooperation with an international boy-
cott’’, see section 999(b)(3) and Parts H 
through M of the Treasury Depart-
ment’s International Boycott Guide-
lines. 

(3) Operations in or related to a boy-
cotting country. For the definitions of 
the terms ‘‘operations’’, ‘‘operations in 
a boycotting country’’, ‘‘operations re-
lated to a boycotting country’’, and 
‘‘operations with the government, a 
company, or a national of a boycotting 
country’’, see Part B of the Treasury 

Department’s International Boycott 
Guidelines. 

(4) Clearly demonstrating clearly sepa-
rate and identifiable operations. For the 
rules for ‘‘clearly demonstrating clear-
ly separate and identifiable oper-
ations’’, see Part D of the Treasury De-
partment’s International Boycott 
Guidelines. 

(5) Purchase made from a country. The 
terms ‘‘purchase made from a boy-
cotting country’’ and ‘‘purchases made 
from any country other than the 
United States’’ mean, in respect of any 
particular country, the gross amount 
paid in connection with the purchase 
of, the use of, or the right to use: 

(i) Tangible personal property (in-
cluding money) from a stock of goods 
located in that country, 

(ii) Intangible property (other than 
securities) in that country, 

(iii) Securities by a dealer to a bene-
ficial owner that is a resident of that 
country (but only if the dealer knows 
or has reason to know the country of 
residence of the beneficial owner), 

(iv) Real property located in that 
country, or 

(v) Services performed in, and the 
end product of services performed in, 
that country (other than payroll paid 
to a person that is an officer or em-
ployee of the payor). 

(6) Sales made to a country. The terms 
‘‘sales made to a boycotting country’’ 
and ‘‘sales made to any country other 
than the United States’’ mean, in re-
spect of any particular country, the 
gross receipts from the sale, exchange, 
other disposition, or use of: 

(i) Tangible personal property (in-
cluding money) for direct use, con-
sumption, or disposition in that coun-
try, 

(ii) Services performed in that coun-
try, 

(iii) The end product of services 
(wherever performed) for direct use, 
consumption, or disposition in that 
country, 

(iv) Intangible property (other than 
securities) in that country, 

(v) Securities by a dealer to a bene-
ficial owner that is a resident of that 
country (but only if the dealer knows 
or has reason to know the country of 
residence of the beneficial owner), or 
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(vi) Real property located in that 
country. 
To determine the country of direct use, 
consumption, or disposition of tangible 
personal property and the end product 
of services, see paragraph (b)(10) of this 
section. 

(7) Sales made from a country. The 
terms ‘‘sales made from a boycotting 
country’’ and ‘‘sales made from any 
country other than the United States’’ 
mean, in respect of a particular coun-
try, the gross receipts from the sale, 
exchange, other disposition, or use of: 

(i) Tangible personal property (in-
cluding money) from a stock of goods 
located in that country, 

(ii) Intangible property (other than 
securities) in that country, or 

(iii) Services performed in, and the 
end product of services performed in, 
that country. 
However, gross receipts from any such 
sale, exchange, other disposition, or 
use by a person that are included in the 
numerator of that person’s inter-
national boycott factor by reason of 
paragraph (b)(6) of this section shall 
not again be included in the numerator 
by reason of this subparagraph. 

(8) Payroll paid or accrued for services 
performed in a country. The terms 
‘‘payroll paid or accrued for services 
performed in a boycotting country’’ 
and ‘‘payroll paid or accrued for serv-
ices performed in any country other 
than the United States’’ mean, in re-
spect of a particular country, the total 
amount paid or accrued as compensa-
tion to officers and employees, includ-
ing wages, salaries, commissions, and 
bonuses, for services performed in that 
country. 

(9) Services performed partly within and 
partly without a country—(i) In general. 
Except as provided in paragraph 
(b)(9)(ii) of this section, for purposes of 
allocating to a particular country: 

(A) The gross amount paid in connec-
tion with the purchase or use of, 

(B) The gross receipts from the sale, 
exchange, other disposition or use of, 
and 

(C) The payroll paid or accrued for 
services performed, or the end product 
of services performed, partly within 
and partly without that country, the 
amount paid, received, or accrued to be 
allocated to that country, unless the 

facts and circumstances of a particular 
case warrant a different amount, will 
be that amount that bears the same re-
lation to the total amount paid, re-
ceived, or accrued as the number of 
days of performance of the services 
within that country bears to the total 
number of days of performance of serv-
ices for which the total amount is paid, 
received, or accrued. 

(ii) Transportation, telegraph, and 
cable services. Transportation, tele-
graph, and cable services performed 
partly within one country and partly 
within another country are allocated 
between the two countries as follows: 

(A) In the case of a purchase of such 
services performed from Country A to 
Country B, fifty percent of the gross 
amount paid is deemed to be a pur-
chase made from Country A and the re-
maining fifty percent is deemed to be a 
purchase made from Country B. 

(B) In the case of a sale of such serv-
ices performed from Country A to 
Country B, fifty percent of the gross 
receipts is deemed to be a sale made 
from Country R and the remaining 
fifty percent is deemed to be a sale 
made to Country B. 

(10) Country of use, consumption, or 
disposition. As a general rule, the coun-
try of use, consumption, or disposition 
of tangible personal property (includ-
ing money) and the end product of 
services (wherever performed) is 
deemed to be the country of destina-
tion of the tangible personal property 
or the end product of the services. 
(Thus, if legal services are performed 
in one country and an opinion is given 
for use by a client in a second country, 
the end product of the legal services is 
used, consumed, or disposed of in the 
second country.) The occurrence in a 
country of a temporary interruption in 
the shipment of the tangible personal 
property or the delivery of the end 
product of services shall not constitute 
such country the country of destina-
tion. However, if at the time of the 
transaction the person providing the 
tangible personal property or the end 
product of services knew, or should 
have known from the facts and cir-
cumstances surrounding the trans-
action, that the tangible personal prop-
erty or the end product of services 
probably would not be used, consumed, 

VerDate Mar<15>2010 15:53 May 16, 2013 Jkt 229100 PO 00000 Frm 00161 Fmt 8010 Sfmt 8010 Q:\26\229100.XXX ofr150 PsN: PC150



152 

26 CFR Ch. I (4–1–13 Edition) § 7.999–1 

or disposed of in the country of des-
tination, that person must determine 
the country of ultimate use, consump-
tion or disposition of the tangible per-
sonal property or the end product of 
services. Notwithstanding the pre-
ceding provisions of this subparagraph, 
a person that sells, exchanges, other-
wise disposes of, or makes available for 
use, tangible personal property to any 
person all of whose business except for 
an insubstantial part consists of selling 
from inventory to retail customers at 
retail outlets all within one country 
may assume at the time of such sale to 
such person that the tangible personal 
property will be used, consumed, or dis-
posed of within such country. 

(11) Controlled group taxable year. The 
term ‘‘controlled group taxable year’’ 
means the taxable year of the con-
trolled group’s common parent cor-
poration. In the event that no common 
parent corporation exists, the members 
of the group shall elect the taxable 
year of one of the members of the con-
trolled group to serve as the controlled 
group taxable year. The taxable year 
election is a binding election to be 
changed only with the approval of the 
Secretary of his delegate. The election 
is to be made in accordance with the 
procedures set forth in the instructions 
to Form 5713, the International Boy-
cott Report. 

(c) Computation of international boy-
cott factor—(1) In general. The method 
of computing the international boycott 
factor of a person that is not a member 
of a controlled group is set forth in 
paragraph (c)(2) of this section. The 
method of computing the international 
boycott factor of a person that is a 
member of a controlled group is set 
forth in paragraph (c)(3) of this section. 
For purposes of paragraphs (c) (2) and 
(3), purchases and sales made by, and 
payroll paid or accrued by, a partner-
ship are deemed to be made or paid or 
accrued by a partner in that proportion 
that the partner’s distributive share 
bears to the purchases and sales made 
by, and the payroll paid or accrued by, 
the partnership. Also for purposes of 
paragraphs (c) (2) and (3), purchases 
and sales made by, and payroll paid or 
accrued by, a trust referred to in sec-
tion 671 are deemed to be made both by 
the trust (for purposes of determining 

the trust’s international boycott fac-
tor), and by a person treated under sec-
tion 671 as the owner of the trust (but 
only in that proportion that the por-
tion of the trust that such person is 
considered as owning under sections 671 
through 679 bears to the purchases and 
sales made by, and the payroll paid and 
accrued by, the trust). 

(2) International boycott factor of a per-
son that is not a member of a controlled 
group. The international boycott factor 
to be applied by a person that is not a 
member of a controlled group (within 
the meaning of section 993(a)(3)) is a 
fraction. 

(i) The numerator of the fraction is 
the sum of the— 

(A) Purchases made from all boy-
cotting countries associated in car-
rying out a particular international 
boycott. 

(B) Sales made to or from all boy-
cotting countries associated in car-
rying out a particular international 
boycott, and 

(C) Payroll paid or accrued for serv-
ices performed in all boycotting coun-
tries associated in carrying out a par-
ticular international boycott by that 
person during that person’s taxable 
year, minus the amount of such pur-
chases, sales, and payroll that is clear-
ly demonstrated to be attributable to 
clearly separate and identifiable oper-
ations in connection with which there 
was no participation in or cooperation 
with that international boycott. 

(ii) The denominator of the fraction 
is the sum of the— 

(A) Purchases made from any coun-
try other than the United States, 

(B) Sales made to or from any coun-
try other than the United States, and 

(C) Payroll paid or accrued for serv-
ices performed in any country other 
than the United States by that person 
during that person’s taxable year. 

(3) International boycott factor of a per-
son that is a member of a controlled 
group. The international boycott factor 
to be applied by a person that is a 
member of a controlled group (within 
the meaning of section 993(a)(3)) shall 
be computed in the manner described 
in paragraph (c)(2) of this section, ex-
cept that there shall be taken into ac-
count the purchases and sales made by, 
and the payroll paid or accrued by, 
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each member of the controlled group 
during each member’s own taxable year 
that ends with or within the controlled 
group taxable year that ends with or 
within that person’s taxable year. 

(d) Computation of the international 
boycott factor of a person that is a mem-
ber of two or more controlled groups. The 
international boycott factor to be ap-
plied under sections 908(a), 952(a)(3), 
and 995(b)(1)(F) by a person that is a 
member of two or more controlled 
groups shall be determined in the man-
ner described in paragraph (c)(3), ex-
cept that the purchases, sales, and pay-
roll included in the number and denom-
inator shall include the purchases, 
sales, and payroll of that person and of 
all other members of the two or more 
controlled groups of which that person 
is a member. 

(e) Transitional rules—(1) Pre-November 
3, 1976 boycotting operations. The inter-
national boycott factor to be applied 
under sections 908(a), 952(a)(3), and 
995(b)(1)(F) by a person that is not a 
member of a controlled group, for that 
person’s taxable year that includes No-
vember 3, 1976, or a person that is a 
member of a controlled group, for the 
controlled group taxable year that in-
cludes November 3, 1976, shall be com-
puted in the manner described in para-
graphs (c)(2) and (c)(3), respectively, of 
this section. However, that the fol-
lowing adjustments shall be made: 

(i) There shall be excluded from the 
numerators described in paragraphs 
(c)(2)(i) and (c)(3)(i) of this section pur-
chases, sales, and payroll clearly dem-
onstrated to be attributable to clearly 
separate and identifiable operations— 

(A) That were completed on or before 
November 3, 1976, or 

(B) In respect of which it is dem-
onstrated that the agreements consti-
tuting participation in or cooperation 
with the international boycott were re-
nounced, the renunciations were com-
municated on or before November 3, 
1976, to the governments or persons 
with which the agreements were made 
and the agreements have not been re-
affirmed after November 3, 1976, and 

(ii) The international boycott factor 
resulting after the numerator has been 
modified in accordance with paragraph 
(e)(1)(i) of this section shall be further 
modified by multiplying it by a frac-

tion. The numerator of that fraction 
shall be the number of days in that per-
son’s taxable year (or, if applicable, in 
that person’s controlled group taxable 
year) remaining after November 3, 1976, 
and the denominator shall be 366. 

The principles of this subparagraph are 
illustrated in the following example: 

Example. Corporation A, a calendar year 
taxpayer, is not a member of a controlled 
group. During the 1976 calendar year, Cor-
poration DA had three operations in a boy-
cotting country under three separate con-
tracts, each of which contained agreements 
constituting participation in or cooperation 
with an international boycott. Each contract 
was entered into on or after September 2, 
1976. Operation (1) was completed on Novem-
ber 1, 1976. The sales made to a boycotting 
country in connection with Operation (1) 
amounted to $10. Operation (2) was not com-
pleted during the taxable year, but on No-
vember 1, 1976, Corporation A communicated 
a renunciation of the boycott agreement cov-
ering that operation to the government of 
the boycotting country. The sales made to a 
boycotting country in connection with Oper-
ation (2) amounted to $40. Operation (3) was 
not completed during the taxable year, nor 
was any renunciation of the boycott agree-
ment made. The sales made to a boycotting 
country in connection with Operation (3) 
amounted to $25. Corporation A had no pur-
chases made from, sales made from, or pay-
roll paid or accrued for services performed 
in, a boycotting country. Corporation A had 
$500 of purchases made from, sales made 
from, sales made to, and payroll paid or ac-
crued for services performed in, countries 
other than the United States. Company A’s 
boycott factor for 1976, computed under para-
graph (c)(2) of this section (before the appli-
cation of this subparagraph) would be: 

$10 $40 $25 / $500 $75 / $500+ +( ) = ( )
However, the $10 is eliminated from the nu-

merator by reason of paragraph (e)(1)(i)(A) of 
this section, and the $40 is eliminated from 
the numerator by reason of paragraph 
(e)(1)(i)(B) of this section. Thus, before the 
application of paragraph (e)(1)(ii) of this sec-
tion, Corporation A’s international boycott 
factor is $25/$500. After the application of 
paragraph (e)(1)(ii), Corporation A’s inter-
national boycott factor is: 

$25 / $500 /( ) × ( )58 366

(2) Pre-December 31, 1977 boycotting op-
erations. The international boycott fac-
tor to be applied under sections 908(a), 
952(a)(3), and 995(b)(1)(F) by a person 
that is not a member of a controlled 
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group, for that person’s taxable year 
that includes December 31, 1977, or by a 
person that is a member of a controlled 
group, for the controlled group taxable 
year that includes December 31, 1977, 
shall be computed in the manner de-
scribed in paragraphs (c)(2) and (c)(3), 
respectively, of this section. However, 
the following adjustments shall be 
made: 

(i) There shall be excluded from the 
numerators described in paragraphs 
(c)(2)(i) and (c)(3)(i) of this section pur-
chases, sales, and payroll clearly dem-
onstrated to be attributable to clearly 
separate and identifiable operations 
that were carried out in accordance 
with the terms of binding contracts en-
tered into before September 2, 1976, 
and— 

(A) That were completed on or before 
December 31, 1977, or 

(B) In respect of which it is dem-
onstrated that the agreements consti-
tuting participation in or cooperation 
with the international boycott were re-
nounced, the renunciations were com-
municated on or before December 31, 
1977, to the governments or persons 
with which the agreements were made, 
and the agreements were not re-
affirmed after December 31, 1977, and 

(ii) In the case of clearly separate 
and identifiable operations that are 
carried out in accordance with the 
terms of binding contracts entered into 
before September 2, 1976, but that do 
not meet the requirements of para-
graph (e)(2)(i) of this section, the nu-
merators described in paragraphs 
(c)(2)(i) and (c)(3)(i) of this section shall 
be adjusted by multiplying the pur-
chases, sales, and payroll clearly dem-
onstrated to be attributable to those 
operations by a fraction, the numer-
ator of which is the number of days in 
such person’s taxable year (or, if appli-
cable, in such person’s controlled group 
taxable year) remaining after Decem-
ber 31, 1977, and the denominator of 
which is 365. 
The principles of this subparagraph are 
illustrated in the following example: 

Example. Corporation A is not a member of 
a controlled group and reports on the basis 
of a July 1–June 30 fiscal year. During the 
1977–1978 fiscal year, Corporation A had 2 op-
erations carried out pursuant to the terms of 
separate contracts, each of which had a 

clause that constituted participation in or 
cooperation with an international boycott. 
Neither operation was completed during the 
fiscal year, nor were either of the boycotting 
clauses renounced. Operation (1) was carried 
out in accordance with the terms of a con-
tract entered into on November 15, 1976. Op-
eration (2) was carried out in accordance 
with the terms of a binding contract entered 
into before September 2, 1976. Corporation A 
had sales made to a boycotting country in 
connection with Operation (1) in the amount 
of $50, and in connection with Operation (2) 
in the amount of $100. Corporation A had 
sales made to countries other than the 
United States in the amount of $500. Cor-
poration A had no purchases made from, 
sales made from, or payroll paid or accrued 
for services performed in, any country other 
than the United States. In the absence of 
this subparagraph, Corporation A’s inter-
national boycott factor would be 

$50 $100 / $500.+( )
However, by reason of the application of this 
subparagraph, Corporation A’s international 
boycott factor is reduced to 

$50 $100 / / $500+( )( )[ ]181 365

(3) Incomplete controlled group taxable 
year. If, at the end of the taxable year 
of a person that is a member of a con-
trolled group, the controlled group tax-
able year that includes November 3, 
1976 has not ended, or the taxable year 
of one or more members of the con-
trolled group that includes November 
3, 1976 has not ended, then the inter-
national boycott factor to be applied 
under sections 908(a), 952(a)(3) and 
995(b)(1)(F) by such person for the tax-
able year shall be computed in the 
manner described in paragraph (c)(3) of 
this section. However, the numerator 
and the denominator in that paragraph 
shall include only the purchases, sales, 
and payroll of those members of the 
controlled group whose taxable years 
ending after November 3, 1976 have 
ended as the end of the taxable year of 
such person. 

(f) Effective date. This section applies 
to participation in or cooperation with 
an international boycott after Novem-
ber 3, 1976. In the case of operations 
which constitute participation in or co-
operation with an international boy-
cott and which are carried out in ac-
cordance with the terms of a binding 
contract entered into before September 
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2, 1976, this section applies to such par-
ticipation or cooperation after Decem-
ber 31, 1977. 

[T.D. 7467, 42 FR 11833, Mar. 1, 1977] 

§ 7.6039A–1 Information regarding car-
ryover basis property acquired 
from a decedent. 

(a) Information for Internal Revenue 
Service. In the case of a decedent who 
dies after December 31, 1976, the execu-
tor (as defined in section 2203) shall 
furnish to the Internal Revenue Serv-
ice the following information, as appli-
cable— 

(1) If an estate tax return is required 
to be filed under section 6018 of the In-
ternal Revenue Code of 1954, as amend-
ed, and if the return form contains 
questions relating to carryover basis 
property, the executor must answer 
those questions. 

(2) If no estate tax return is required 
to be filed under section 6018 of the In-
ternal Revenue Code of 1954, as amend-
ed, or if a return is required to be filed 
but the return form used does not con-
tain questions relating to carryover 
basis property, the executor must file 
the form prescribed by the Commis-
sioner. This form may be attached to 
the estate tax return or the decedent’s 
final individual income tax return. If 
this form is not attached to the estate 
tax return or the decedent’s final indi-
vidual income tax return, it must be 
filed with the Internal Revenue Service 
office where the decedent’s final in-
come tax return would be filed if one 
were required within 9 months after 
the date of the decedent’s death or by 
December 31, 1978, whichever is later. 

(b) Information to be furnished to bene-
ficiaries. Any executor required under 
paragraph (a) of this section to furnish 
information to the Internal Revenue 
Service relating to carryover basis 
property must furnish in writing to the 
distributee of each piece of carryover 
basis property— 

(1) A description of the property, 
(2) The adjusted basis of the property 

as computed under section 1023 (a), (c), 
and (d), 

(3) The amount of the increase in the 
basis of the property determined under 
section 1023(h), 

(4) The value of the property for Fed-
eral estate tax purposes, and 

(5) A notice that the beneficiary 
should keep this information as part of 
permanent records. 

(c) Time for furnishing information to 
beneficiaries. The information which an 
executor is required to furnish to the 
beneficiaries under this paragraph 
must be furnished on or before the lat-
est of— 

(1) The date the property is distrib-
uted to the beneficiary, 

(2)(i) In the case of an executor who 
is required to file an estate tax return, 
6 months after the due date (including 
extensions) of such return, 

(ii) In the case of an executor who is 
not required to file an estate tax re-
turn, 15 months from the date of death 
of the decedent, or 

(3) December 31, 1978. 
(d) Subsequent adjustments to carryover 

basis. In the event subsequent adjust-
ments are made which relate to the 
carryover basis of any piece of property 
included in a decedent’s gross estate, 
whether by reason of an adjustment re-
sulting from an examination of the es-
tate tax return or otherwise, any ex-
ecutor required under paragraph (a) of 
this section to furnish information to 
the Internal Revenue Service shall, 
within 3 months of a determination, as 
defined in section 1313 (a), of such ad-
justments, provide to the recipient of 
each item of carryover basis property 
the information set forth in paragraph 
(b) of this section recomputed as re-
quired by such adjustments. 

(e) Effective date. This section is ef-
fective in respect of decedents dying 
after December 31, 1976. 

(Secs. 7805 and 6039A of the Internal Revenue 
Code of 1954 (68A Stat. 917, 90 Stat. 1878; 26 
U.S.C. 7805, 6039A)) 

[T.D. 7540, 43 FR 16735, Apr. 20, 1978, as 
amended by T.D. 7559, 43 FR 36244, Aug. 16, 
1978] 

§ 7.6041–1 Return of information as to 
payments of winnings from bingo, 
keno, and slot machines. 

(a) In general. On or after May 1, 1977, 
every person engaged in a trade or 
business and making a payment in the 
course of such trade or business of 
winnings (including winnings which are 
exempt from withholding under section 
3402(q)(5)) of $1,200 or more from a 
bingo game or slot machine play or of 
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